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 
Abstract—Increasing trends in using debts as a mechanism to 
fill the gap between income and expenditures among Malaysian 
households motivates this study.  This study provides a survey 
evidence on the indebtedness of Malaysian household, 
particularly in the types of loans which Malaysian households 
frequently involved in, whether the debts become a financial 
burden to the households and whether Malaysian households 
have any alternative source of income as a financial backup for 
their main income. The survey shows that most Malaysian 
households having debts in hire purchase loan, debt service ratio 
of less than 60% and most of them have no alternative source of 
income. The survey was done on households in three northern 
states of Malaysia.   
 
Index Terms—Debt, debt service ratio, household, Malaysia.  
 
I. INTRODUCTION 
Over the years, the level of household debt has increased 
significantly in many countries [1], [2]. Larger amounts of 
credit borrowed and broader distribution of consumer credit 
imply that households are facing greater financial stress. This 
situation creates worries that the excessive leveraging may 
make the economy and the financial sector vulnerable to 
instability and crisis, as well as increase the number of 
bankruptcies among households. 
Malaysia was not spared from the household debt problems. 
The Malaysia’s household debt has increased at a rapid rate of 
11.1 percent per annum from 2004 to 2009. The household 
debt to gross domestic products (GDP) recorded high 
percentage where it increased constantly from 60.4 percent in 
2008 to 80.5 percent in 2012; contrary to that, the debt 
repayment ratio grew at a very slow pace which is from 39.7 
percent in 2008 to 43.9 percent in 2012. As at end of March 
2013, the Malaysia's household debt to GDP was 82.9 percent 
and increased sharply to 87.9 percent in 2014 [3], [4] noted 
that household debt to disposable income ratio of Malaysian 
as of November, 2010 is 140.4 percent; indicating that on 
average the loans taken by each household in Malaysia are 1.4 
times more than the household incomes. The ratio then 
increased to 192 percent in late 2012,  which is above  
Singapore, USA, Korea, Thailand and Indonesia. In fact, the 
ratio has made Malaysia’s household debt among the highest 
in the world. The ratio of Malaysia’s household debt to 
disposable income painted worrisome as it revealed that the 
households are spending more than they can afford or are 
using all or most of their income to pay off their debts. High 
level of indebtedness will place households in a vulnerable 
position, especially when the economic environment turns 
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against their favour [5]. However, [1] indicate that  a growth 
in household indebtedness is not a problem per se; but it does 
become an issue when the debt turns out to be a burden to the 
borrower which cause them failing to service their debt. Thus,  
this study tries to observe the indebtedness of Malaysian 
households by answering three questions; (i) are household 
indebtedness more likely to be found in certain types of loans?, 
(ii) do the debts incurred burden the household?, (iii) do the 
households have other alternative sources of income as their 
financial back up?     
 
II. LITERATURE REVIEW  
While there is large empirical evidences on consumer 
liquidity and credit constraint, very limited formal analysis 
pertaining to household indebtedness exists. In Malaysia, 
studies on household debts arise only recently; when 
economists start questioning about the persistent increased of 
debts among Malaysian household and discussing its 
implications. Nonetheless, most of the early studies on 
Malaysian household debt were limited to identifying the 
sources of debt financing of the households (i.e., the 
involvement of financial institutions as financial provider) 
and the effect of high rising household debts to the GDP 
[6]-[8]. Although the aggregate statistics provided by the 
statistics department, such as measures of the households loan 
payment performance and balance sheet ratios shed some 
light on the household debt issues, their usefulness is limited. 
There is no information on how debt is distributed among 
households that differ economically and demographically [9].  
Information on how largely or narrowly household debt is 
distributed across various income and asset groups assist in 
assessing their burden of debt. The level of education, age, 
marital status, and occupation are  the critical factors that 
influence the level of debt among households [1]. 
Concentration of household debts in certain types of loans is 
another crucial aspect that need to be focused on; as to 
provide insight of the short-term and long-term financial 
commitment of the households. All the information are vital 
as to provide a comprehensive understanding of household 
characteristics; the first step to a more in depth discussion on 
household debt. Whether debt of the households is a burden 
or not is determined by the capacity of the borrower to service 
their debts. The increase in debt, which is accompanied by the 
increase in asset holdings with equal or greater value than the 
households' debt apparently assist household to meet their 
debt service payment [9]-[12]. The assets which comprised of 
fixed assets and liquid assets such as cash acts as a financial 
backup to the households and may be used to service their 
debts. Therefore, there are some households who choose to 
seek for alternative source of income as backup to their main 
income. 
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III. DATA AND METHODOLOGY 
This study is explanatory in nature where it tried to identify 
the indebtedness of Malaysian households. In order to achieve 
the objective of the study, a quantitative research approach 
was adopted in which primary data were collected using 
questionnaires. The questionnaire was developed based on 
measures used in previous related studies to gain information 
on the indebtedness of households. The population of the 
study is households located at three northern states of 
Malaysia, namely, Perlis, Kedah and Penang. For this 
preliminary study, 45 questionnaires were distributed. The 
questionnaires were distributed directly to the respondent / 
households and were collected back on the same day. 
However, out of 45 questionnaires, only 30 can be analysed 
due to inadequate information provided by the households. 
The questionnaire consists of 25 items that measure the 
characteristics of the households, their capacity to service 
their debt and their alternative source of income.  
In this study, the term debt denotes to loans taken by 
households, The loans were differentiated into housing loan, 
hire purchase loan, credit card loan and personal loan; the 
type of loans that normally associated with household debt [1]. 
The definition of each type of loans is according to the 
definition used by the financial institutions. This is an attempt 
to create consistency between survey-based indicators with 
the loan definitions given in the financial accounts and to 
facilitate the households in understanding and answering the 
questions in the questionnaire.  Housing loans are defined as 
loans earmark for the purchase or construct a house or 
building; hire purchase loans refer to loans taken to buy 
private vehicle; credit card loans refer to users who continue 
to carry a balance on their credit cards after the grace period 
(the number of days between a customer's credit card 
statement date and payment due date when interest does not 
accrue) has expired and the debt begins to bear interest; while 
personal loans is an unsecured loans taken by household for 
personal use such as buying a refrigerator, computer, vacation, 
medical, education, etc.  
 
IV. FINDINGS 
A. Demographic  
Table I shows the demographic profile of the 30 
households involved in this preliminary analysis. The 
households comprised of 16 (53%) female and 14 (47%) male. 
Most of the households are Malay, which is 88%, while 13% 
of them are Chinese. With regard to age, 57% of the 
households are between  31-40 years of age; 27% households 
are between 41-50; 10% of them are between 51-60 years of 
age and only 7% of them are more than 61 years of age. As for 
education level, the majority of the households is a degree 
holder (40%), followed by the master holder (23%) and PhD 
holder (10%). There are 3% households with diploma and 
23% with other qualifications such as primary school, 
secondary schools or certificates. As marital status is 
concerned, 70% of the households are married, 23% of them 
are single and 7% are divorcee. Most of the households have a 
full time job (83%), 10% are unemployed, while another 7% 
are self-employed.  
TABLE I: DEMOGRAPHIC PROFILE 
Variables / N=30 Frequency Percentage 
Gender   
Male 14 46.7 
Female 16 53.3 
Ethnicity   
Malay 26 86.7 
Chinese 4 13.3 







































Occupation    
Unemployed 



















B. Types of Loan and Household Debts 
As shown in Table II, all of the households have debts in 
some type of loan. Most of the households (50%) have debts 
in hire-purchase loans; basically to finance their motor 
vehicle purchases.  43% of the households have debts in 
housing loan, while as for credit card loan and personal loan, 
the same number of households involved in these types of 
loans, which is 3%.  
 
TABLE II: TYPES OF LOANS AND HOUSEHOLD DEBTS 
Types of Loan Frequency Percentage 
Housing Loan 13 43.3 
Hire Purchase Loan 15 50.0 
Credit card Loan 1 3.3 
Personal Loan 1 3.3 
 
C. Debt Service Ratio of the Households 
The debt service ratio is a key parameter for assessing the 
capacity of household to service their debt obligations. The 
debt service ratio in this study is measured based on 
measurement set by Bank Negara Malaysia, the central bank 
of Malaysia which is, all outstanding debt repayment 
obligations from banks and non-banks over income. A 
household is considered as having the capacity to service their 
debt obligations if his/her debt service ratio is less than 60%; 
meaning, the household financial debt is less than 60% of 
his/her income. Measuring the debt service ratio of 
respondents in this study, as shown in Table III, all of the 
respondents have debt service ratio of less than 60%; 
implying that the respondents have the capacity to service 
their debt obligations. It also indicates that although the 
respondents having debts, but the debts are within their 
capacity to pay and do not turn out to be a financial burden to 
them.  
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TABLE III: DEBT SERVICE RATIO OF THE HOUSEHOLDS 
Debt Service Ratio Frequency Percentage 
<60% 30 100.0 
 
D. Alternative Source of Income of The Households 
The alternative source of income plays an important role as 
a financial backup, especially during unexpected events 
which affects the main stream of income of a household. 
However, as shown in Table IV, only 23% of the respondents 
have an alternative source of income, while another 77% do 
not have any alternative sources as their financial backup; 
implying high dependency of the households on their main 
stream of income.  
 
TABLE IV: ALTERNATIVE SOURCE OF INCOME  
Other source of Income Frequency Percentage 
Yes 7 23.3 
No 23 76.7 
 
Overall, this preliminary study shows that all of the 
households having debts in some types of loans; with the 
majority of them involved in hire-purchase loans. However, 
the debts do not burden them financially, and are still within 
their financial capacity as evidenced by their debt service 
ratio. As such, having an alternative source of income might 
not be a necessity for the households at this point of time.   
 
V. CONCLUSION 
Although household debts show an increasing trend in 
Malaysia over the years, the increased should not create panic 
as long as the households are able to service their debts 
appropriately. Nonetheless, measures should be taken to 
educate the households to manage their finances well and 
reduce their dependency on loans as a method of fulfilling the 
gap between their income and expenditures. Besides that, a 
better debt service ratio (i.e., debt service ratio of 40%) 
should also be introduced to create a stronger financial 
capacity of the households.  
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